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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 

_ assess, ina summary form, the 
current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial develooment 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 
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1. Structure and Performance 


Structure 

The paints and coatings industry consists of manufacturers of various 
paints, varnishes, lacquers, shellacs and oil stains. It includes two distinct 
sub-sectors, trade coatings and industrial coatings, which account for about 
48 percent and 52 percent of the value of shipments respectively. The trade 
coatings sub-sector depends heavily on the performance of the construction 
industry, whereas industrial coatings are linked closely to the automotive, 
white goods and industrial equipment industries. 

Trade coatings (also known as architectural coatings) include interior and 
exterior house coatings, which are sold through wholesale-retail outlets and 
purchased by the general public, painters and building contractors. 

Industrial coatings include paints used by manufacturers of automobiles, 
appliances, machinery, furniture and packaging, as well as various coatings 
used for industrial maintenance, road marking, and automotive and 
machinery refinishing. 

Manufacturers of paints and coatings are basically formulators of the 
numerous raw materials used to meet varied conditions and performance 
requirements. These materials include binders, which cause paint films to 
adhere; pigments, to impart colours; solvents, for viscosity levels; plasticizers, 
to regulate flexibility; driers; biocides; emulsifiers; defoamers; freeze-thaw 
agents; and others. 

In 1986, the industry consisted of about 150 establishments employing 
approximately 6800 people, and shipping goods valued at $1319 million. 
Nearly 80 percent of the establishments employ fewer than 50 persons and 
account for 20 percent of the shipments. Some 60 percent of shipments 
originate from 19 establishments with 100 or more employees. 

Domestic shipments accounted for 88 percent of the apparent 
$1484-million domestic market in 1986. The industry is oriented predominantly 
to the domestic market — 1986 exports totalled only $19 million, representing 
1.5 percent of shipments. In the same year, imports were valued at 
$184 million and accounted for 12 percent of the domestic market. 

A large proportion of the industry Is foreign controlled. Of the 12 largest 
manufacturers, two are Canadian owned, three are British, another is German 
and the remaining six are subsidiaries of U.S. firms. It is estimated that these 
12 firms account for more than 50 percent of industry shipments. About 
40 percent of shipments are produced by Canadian-owned establishments. 

Most of the industry is concentrated in Ontario and Quebec, where 
85 percent of shipments originate. Most of the large manufacturers of 
industrial coatings are located in southern Ontario, while some of the large 
trade-paint producers have plants in a number of provinces. Regional 
manufacturers of trade paints serve local markets across the country in 
competition with national firms. 
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There is little vertical integration in the industry. 
Most manufacturers purchase their supplies from 
chemicals companies which may either manufacture 
or import them. The degree of material content 
imported varies with the type of coatings, and up to 
50 percent of the value of materials used In some 
special coatings may be imported. Overall, an 
estimated 25 percent of materials used by the 
industry is imported. 

Some large manufacturers produce such raw 
materials as alkyd resins and acrylic and polyvinyl! 
acetate resin emulsions for their own use, and 
some firms may import other raw materials from 
parent companies. In general, materials are freely 
available in quantities sufficient to satisfy the 
industry's requirements. 

Paints and coatings are marketed through 
several channels. More than 40 percent of trade 
coatings are sold by large chains such as Canadian 
Tire, The Bay, Sears, Beaver Lumber and others, 
largely under private-brand labels. Sales by small 
hardware and decorator centres account for about 
45 percent with the balance marketed through 
company-owned stores. Industrial coatings are 
sold mostly on a direct basis to original equipment 
manufacturers. The balance is marketed 
through distributors. 


Performance 

The paints and coatings industry has served a 
relatively mature market for several years. During 
the 1973-86 period, the annual real growth of its 
gross domestic product dropped by -1.7 percent, 
as compared to a 2.3-percent growth for all 
manufacturing industries. A slow growth in trade 
coatings Is attributable to the broad acceptance of 
low-maintenance, pre-decorated products such as 
aluminum and vinyl siding, wallpaper and panels, 
and the reduction in housing starts. Industrial 
coatings have suffered as a result of the slower 
automobile sales in the early 1980s, car downsizing, 
the continuing penetration of plastic parts that require 
no painting in the appliance and electronics industry, 
and the decrease In sales of farm machinery 
and implements. 

The performance of the industry has improved 
in the post-recession 1983-87 period, mainly because 
of an upsurge in the house construction market. 
However, its 1987 gross domestic product was still 
below pre-recession levels. 

Employment fell from a high of 8495 in 1973 
to a low of 6291 in 1984. During this period, the 
number of production employees dropped by only 
3.8 percent, but the number of non-production 
workers was pared by 41.3 percent in an effort to 
increase productivity. The large reduction in the non- 
production work force is the result of rationalization 
within the industry, the introduction of computerized 
office procedures and the marketing of an increased 
proportion of paints through large chains — a move 
that reduced the size of manufacturers’ field sales 
forces. However, as a result of the improved post- 
recession performance, industry employment has 
risen to about 6800. 

Prices for raw materials have continued to rise at 
a time when, generally speaking, the manufacturers 
have been unable to pass the full increase on to 
customers because of intense competition, 
particularly in trade coatings. 

According to Statistics Canada, the industry's 
average net after-tax profit between 1976 and 1984 
was 3.8 percent of sales. A survey by the National 
Paint and Coatings Association in Washington, D.C., 
shows that after-tax profit for the U.S. industry during 
the same period was just 2.6 percent of sales. 

Productivity improvement in Canada has not kept 
pace with gains in the United States. Between 1974 
and 1984, for example, there was no increase in 
Canadian value-added per production worker. In 
the United States, however, value added rose by 
two percent a year. 

During the 1973-86 period, imports increased at 
an average annual rate of 16 percent, to $184 million 
in 1986 from $29 million in 1973. Exports increased 
to $19 million in 1986 from $3 million in 1973. 


2 INDUSTRY PROFILE 


PAINTS AND COATINGS 


In 1986, 89 percent of Canada's imports 
Originated in the United States, while 82 percent of 
exports were shipped to that country. These figures 
have been more or less constant for the last several 
years. Most trade activity involves specialty and 
industrial coatings but very little international 
commerce in trade (architectural) coatings takes 
place. There was a sizable increase in imports 
between 1982 and 1985 which can be attributed 
largely to two factors — the closing of a large 
multinational company's Canadian industrial-coatings 
operation in 1982 with the company now shipping 
certain types of coatings from the United States; 
and the rise in imports by a large automobile 
manufacturer as a result of increased domestic 
auto production. 

The problems faced by the Canadian 
industry — increasing raw material costs, fierce price 
competition for trade coatings, poor profitability and 
low growth — are similar to those of the coatings 
industry in other industrialized nations. 


2. Strengths and Weaknesses 


Structural Factors 

Important factors affecting the competitiveness 
of the paints and coatings industry are the scale 
of the plants, raw material prices, the branch-plant 
orientation and transportation costs. Canadian 
manufacturers generally operate on a much smaller 
scale than their U.S. counterparts. Canadian batches 
rarely exceed 13 640 litres (3000 gallons), whereas 
in the United States, batches of 45 460 litres 
(10 000 gallons) are common. The result is 
lower productivity in Canada. 

A number of raw materials are imported, some 
dutiable. This, together with smaller-quantity 
purchases, means that raw materials cost an 
estimated five percent more in Canada than in 
the United States. 

A large portion of the industry is controlled by 
multinational firms. The decision of these firms to 
establish plants in Canada was influenced by the 
relatively high Canadian customs tariffs on imports of 
paints and coatings. In general, Canadian subsidiary 
plants are intended to serve the domestic market and 
have limited freedom to trade internationally. 

Transportation is another important element of 
cost, especially in trade coatings, for which freight 
can represent as much as 10 percent of the selling 
price. Transportation costs are not as significant for 
industrial coatings which are usually more profitable. 
In addition, industrial coatings sold to original 
equipment manufacturers are often shipped in 
bulk at a substantial reduction in freight costs. 

While impeding imports of trade coatings, 
transportation costs have made it difficult for single- 
plant firms with a policy of national coverage to sell 
profitably in competition with regional manufacturers 
which serve local markets. 
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Trade-related Factors 

Canada's duty on coatings is 9.2 percent ad 
valorem. Duty in the United States, Canada's only 
important trading partner in coatings, ranges from 
zero to 10 percent, depending on the chemical 
composition of the product. The rate in the European 
Community (E.C.) is 10 percent, while in Japan it 
ranges from 4.6 to six percent. There are no 
significant non-tariff barriers (NTBs). Under the 
Canada-U.S. Free Trade Agreement (FTA), both 
American and Canadian tariffs are scheduled to 
be eliminated over a period of five years. 


Technological Factors 

In general, Canadian companies have access to 
modern technology, either through parent firms or 
materials and machinery suppliers. Environmental 
and health considerations have been motivating 
factors in some new developments, in particular 
the reduction or replacement of volatile solvents 
by higher solid or water-borne coatings. 

Research and development (R&D) activities 
are limited in Canada. Most Canadian-owned 
firms do not have the resources to conduct extensive 
R&D work. For foreign-owned establishments, 
most R&D is carried out at the parents’ 
headquarters facilities. 


Other Factors 

The industry, in both Canada and the United 
States, is preoccupied with federal and provincial (or 
state) regulations concerning health, safety, the 
environment, transportation and labelling. Through 
the Canadian Paint and Coatings Association, the 
Canadian industry works closely with government 
departments to ensure that its products and 
processes conform to legislative requirements. 


3. Evolving Environment 


The paints and coatings industry is currently 
enjoying a resurgence in growth as a result of a 
healthy construction industry. Over the long term, 
however, it is not expected to keep pace with the 
performance of overall manufacturing because of the 
increasing popularity of alternative systems, the 
longer-term softening of the housing and automobile 
markets and the downsizing of automobiles. Thus, 
the industry will have considerable difficulty in 
attaining efficient scales of operation, competitive 
raw material costs and increased R&D activity unless 
it consolidates and rationalizes production, as It is 
beginning to do. 

As almost all durable goods are coated, new 
coating technologies typically push out older coating 
technologies with little increase of overall demand — 
a situation that is expected to continue. 

The elimination of the Canadian tariff under 
the FTA may reduce the profitability of producers in 
Canada. Both manufacturing costs and selling prices 
are likely to fall, but the decrease is expected to be 
greater because of strong competition from major 
U.S. suppliers. Higher manufacturing costs, the need 
to provide continuing service, the high degree and 
nature of foreign ownership and the relatively high 
transportation costs, all make it unrealistic 
to expect increased exports to offset the loss of 
profitability arising from the FTA. To some degree, 
the latter three factors could also have a limiting 
factor on imports. 

Because this industry is dominated by 
subsidiaries of multinationals, the impact of the FTA 
will largely depend on how these large firms decide 
to serve the North American market. As for the 
smaller Canadian-owned firms, they should see their 
raw materials costs move to parity with those in the 
United States. However, the gap in other costs, 
such as manufacturing, marketing and distribution, 
is expected to narrow more slowly. As a result, 
the industry will likely go through a difficult period 
of adjustment. 
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4. Competitiveness 
Assessment 


The present level of tariff protection and the 
current rate of exchange (approximately US$0.80) 
are major factors which have allowed the Canadian 
paints and coatings industry to retain a sizable share 
of the domestic market. In general, however, 
the industry is not competitive internationally. 
Contributing factors include lower productivity, higher 
material costs and substantial foreign control of 
the industry which, taken together, tend to limit the 
development in Canada of proprietary or special 
coatings for the domestic and export markets. 

Overall, the impact of the FTA is expected to 
be marginally negative in reducing profitability, with 
an anticipated reduction in raw material costs being 
offset by increased price competition from larger 
U.S. suppliers. 


For further information concerning the subject 
matter contained in this profile, contact: 


Resource Processing Industries Branch 
Industry, Science and Technology Canada 
Attention: Paints and Coatings 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-3012 
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TATISTICS SIC(s) COVERED: 375 (1980) 


SES 1981 1982 1983 1984 (tsisy if fake) 


Establishments 149 147 143 148 151 145 150° 
Employment 8 495 HATO) (oj leisy 8) Wels; (6) PASH 6630 6 800° 
Shipments ($ millions) S22 880 819 975 1081 inZO0G™ F S192 
Gross domestic product 

(constant 1981 $ millions) 349 285 200 265 310 328 Sl 
Investment ($ millions) 9 23 14 15 iW 23 43 _ 
Profits after tax ($ millions) WZ 52 33 62 108 97 N/A 


(% of income) CES 4.0 oe, 4.5 Te3 6.4 N/A 


Exports ($ millions) 3 12 ie iS 19 19 19 
Domestic shipments 
($ millions) SS 868 806 960 1062 Lis See 
Imports ($ millions) 29 98 85 cits 149 Wis} 184 
Canadian market ($ millions) 348 966 891 LOW e211 . 1360 1484 
Exports as % of shipments 0.9 1.4 1.6 ies 1.8 1.6 1.4 
Imports as 
% of domestic market 8.3 9.9 9.5 10.4 253 27, (2A 
Source of imports WES: EG Others 
(% of total value) 
1981 89.5 8.9 1.6 
1982 91.7 A TZ 
1983 92.9 6.4 0.7 
1984 93.3 5.8 0:9 
1985 92.8 6.5 OW, 
1986 89.1 9.6 les 
Destination of exports WES: Be Others 
(% of total value) 
1981 80.0 4.8 eZ 
1982 WEI Lez DES 
1983 82.6 DD 15.2 
1984 84.7 DS S30 
1985 832 3.8 Seo 
1986 82.1 5.8 2A 


(continued) 
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Atlantic Quebec Ontario Prairies BG 
Establishments — % of total S 27, Su 6 12 
Employment — % of total y. 29 5S 5 11 
Shipments — % of total 2 Dy, 57 4 10 


Name 


Ownership 


Location of Major Plants 


BAPCO 


American/British 


Concord, Ontario 


BASF Inmont Corporation 


West German 


Brampton, Ontario 


C-I-L Inc. British Toronto, Ontario 
Color Your World Inc. American Toronto, Ontario 
Desoto Coatings Limited American Mississauga, Ontario 
Du Pont Canada Inc. American Ajax, Ontario 
Glidden Company Canada Limited British Toronto, Ontario 
International Paints Canada British Baie d'Urfé, Quebec 
Benjamin Moore & Co. Limited American Toronto, Ontario 
PPG Canada Inc. American Toronto, Ontario 
Selectone Paints Limited Canadian Weston, Ontario 
Sico Inc. Canadian Longueuil, Quebec 
e Estimate 


N/A Not available 


Note: Statistics Canada data and information obtained through industry consultations and other 
sources have been used in the preparation of this profile. 
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